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The Jan. 31 decision by US President Bill Clinton to bail Mexico out of its month-old financial crisis
brought immediate relief to stock markets throughout South America, which had reported huge
losses during most of January. Still, the region's emerging markets will be hard pressed to revive
investor confidence in their economies, and it remains to be seen what long-term effect the Mexican
fiasco will have on efforts to construct a hemispheric free trade zone. Throughout most of January,
the ripple effect of the Mexican currency crisis on the rest of Latin America continued unabated.
During the second half of December and early January, the Brazilian, Argentine, and Chilean stock
markets had all reported huge drops in the value of trade on their local stock exchanges, as nervous
investors in stocks and bonds began frantically selling off their holdings out of fear that Mexico's
currency crisis would trigger similar problems in the other countries (see NotiSur, 01/12/95).
In mid-January, the plunge on the South American markets briefly subsided when the Clinton
administration announced an emergency US$40 billion aid package for Mexico, but as debate in
the US congress over the bailout cast a shadow over the US's ability to assist Mexico, the ripple
effect on the rest of the region flared again. (For background on the currency crisis in Mexico and
the US debate over emergency assistance, see SourceMex - Economic News and Analysis on Mexico,
02/01/95.) On Jan. 30, Bloomberg Financial Services reported that all of the large South American
economies had posted substantial losses for the month of January in their leading stock market
indexes. The declines ranged from a fairly moderate drop of 5% in Venezuela to a whopping 19%
plunge in Peru (see table I). In addition, as of Jan. 30, the nine largest US mutual funds that invest
primarily in Latin America had reported a combined average drop in returns of nearly 20% since the
beginning of the year. The largest declines were reported by G.T. Latin American Growth "A" with
a 23.4% drop, BT Investment Latin American Equity with a 21.7% decline, Hercules Latin American
Value with 21%, and T. Rowe Price Latin America with 20%.
In Argentina, a scramble by investors to convert their pesos to dollars created a near crisis in the
national banking system, with the country's smaller banks facing an uphill battle to stay afloat.
According to the country's Central Bank, as of Jan. 20, US$1.3 billion worth of peso deposits had
been withdrawn from Argentine banks. And, according to most independent economists, in the last
week of January when the uncertainty over the US bailout for Mexico greatly heightened investor
tensions the total figure on peso withdrawals from the banks may have grown to about US$2.3
billion. The huge plunge in deposits and the resulting tightness in Argentina's interbank market
forced two small banks and two finance houses to completely suspend operations in January. It also
forced a halt to a wide variety of transactions in the country, such as car purchases and mortgage
lending, since interest rates during the month climbed as high as 30%.
Not surprisingly, most South American governments spent the month of January trying to calm the
markets by convincing the foreign financial community that their economies are much stronger
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than Mexico's, and that fears of currency devaluation and debt default in the other nations are not
realistic. "The South American countries have all embarked on the same reforms, and those reforms
all point toward economic stability in the region," Argentine Economy Minister Domingo Cavallo
told a group of leading financial figures who participated in the World Economic Forum in Davos,
Switzerland, at the end of January. "The reforms are sound. They are healthy. In the future, when
we look back, we will see this as the decade in which Latin America vigorously entered the world
economy. We should not be discouraged if there are some setbacks, such as in Mexico."
In late January, four South American countries Argentina, Brazil, Chile, and Colombia took the
unprecedented move of offering to loan Mexico US$1 billion as a contribution to the US-led
emergency aid package. Given the relatively small contribution in real terms, the credit offer was
generally seen as a symbolic effort to demonstrate to the international financial community the
soundness of the South American economies. If the loans materialize, Argentina and Brazil will
provide US$300 million each, and Chile and Colombia US$200 million apiece. Given the relentless
decline on the regional markets, the Clinton administration's Jan. 31 decision to provide US$20
billion to Mexico by executive decree as part of a broad US$50 billion international aid package
brought welcome relief to the South American economies. All the regional markets reported huge
gains overnight.
On Jan. 31, the Argentine and Brazilian stock markets both reported a huge rebound of 7% and
8.5%, respectively, in local currencies. American depository receipts (ADRs) for Telefonica de
Argentina one of the most traded of Argentine stocks rose by US$5.50 in value to US$51.50. (Each
ADR represents 10 class B shares.) Similarly, the ADR's of Chile's telephone carrier, Compania
de Telefonos de Chile, rose 4.4 points on Feb. 1, according to The New York Times. The nine
largest Latin American mutual funds in the US also reported huge gains following the Clinton
administration announcement. According to the funds, the aid package helped buffer the plunge in
returns throughout January by lowering the average 20% drop that those firms had reported on Jan.
30 to a total average decline for the year of 14.4%
Still, while the market rebound has ended the immediate crisis, the ripple effect of Mexico's
currency devaluation is likely to plague regional economies for a long time to come. Latin American
countries will be hard pressed to revive investor confidence in their markets, a problem that all
emerging markets in the developing world now face. "Mexico and the emerging markets will have
to be rated again in terms of risk," said Brian M. Barish, vice president for emerging markets at
Lazard Freres & Company in New York. "Six months ago, the risk didn't seem that bad. Now it is
considerably higher." According to an editorial in The New York Times, it remains to be seen if
investors will be willing to risk their capital again after being "stunned" by the Mexico affair.
"Many American investors those who bought Mexican debt that was denominated in dollars but
payable in pesos seem more likely to emerge whole [from the crisis]," reported the Times. "Perhaps
that will help investors to forget January's terror. If not if the month instead serves as a powerful
reminder of the risks of investing in developing countries then it could set back the flow of capital to
such countries, and to their stock markets, for years to come." Moreover, it is still unclear what effect
the peso crisis will have on efforts to forge a hemisphere-wide free trade zone by the year 2005,
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as outlined in the regional accords signed by Western Hemisphere heads of state at the regional
summit in Miami last December (see NotiSur, 12/15/94).
The debate in the US Congress over the Clinton administration's efforts to bail out Mexico fully
revived the national controversy over free trade that had exploded in 1993 during the congressional
discussion of the North American Free Trade Agreement (NAFTA). Clearly, US lawmakers will
proceed much more cautiously in the future when reviewing any new trade accords with other Latin
American countries. "The looting of America on behalf of the new world order has begun," said
Patrick J. Buchanan, a highly influential Republican in the US who vigorously opposed NAFTA
and who spearheaded the effort in Congress in January to shoot down the Clinton administration's
initiative to bail out Mexico. "Never again should a president be allowed to disregard the will of
Congress to raid the US Treasury to bail out Wall Street banks or a foreign regime." (Sources:
Knight Ridder Financial Information, 01/24/95; Notimex, 01/25/95, 01/26/95; Associated Press,
01/27/95; Agence France-Presse, 01/23/95, 01/24/95, 01/26/95, 01/29/95; Spanish news service EFE,
01/24/95, 01/29/95; Wall Street Journal, 01/13/95, 01/17/95, 01/30/95; Reuter, 01/27/95, 01/28/95,
01/30/95; New York Times, 01/27/95, 01/28/95, 01/30/95, 01/31/95, 02/01/95, 02/02/95)
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